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OFFICE OF THE SECRETARY OF THE TREASURY 
WASHINGTON, D C. 20220 

January 18, 1983 
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UNCLASSIFIED 

(With Confidential Attachments) 

MEMORANDUM FOR THE VICE PRESIDENT 

THE SECRETARY OF STATE 
THE SECRETARY OF DEFENSE 
THE SECRETARY OF AGRICULTURE 
THE SECRETARY OF COMMERCE 
THE SECRETARY OF THE INTERIOR 
THE SECRETARY OF ENERGY 
THE ATTORNEY GENERAL 
THE DIRECTOR, OFFICE OF MANAGEMENT 
AND BUDGET 

CHAIRMAN, COUNCIL OF ECONOMIC ADVISORS 
ASSISTANT TO THE PRESIDENT FOR 
NATIONAL SECURITY AFFAIRS 
ASSISTANT TO THE PRESIDENT FOR 
POLICY DEVELOPMENT 
UNITED STATES TRADE REPRESENTATIVE 
^/DIRECTOR OF CENTRAL INTELLIGENCE 

SUBJECT Senior Interdepartmental Group on International 

Economic Policy (SIG-IEP) 


Attached are discussion papers on the Mineral Lands Leasing 
Act and Foreign Government-Controlled Investments in the United 
States for the meeting of the SIG-IEP scheduled for Thursday, 
January 20, at 11:00 a.m., in the Roosevelt Room. Also attached 
is a paper on Barter Arrangements which has been added as an agenda 
item. LDC Debt Issues and the G-10 meeting will be the subjects of 
oral reports and papers will not be provided on these two items. 

The minutes of the January 12 SIG-IEP meeting are attached. 



David E. PickfoV^dj 
Executive Secretary 


Attachments 


UNCLASSIFIED 

(With Confidential Attachments) 
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Issue: Should Kuwait be found non-reciprocal under Section 1 of the MLLA? 

Background: 1) In general, the MLLA covers leasable minerals (oil, gas, 

coal, sulphur, etc.) located on public and acquired lands. It does not 
c^ver offshore oil, which is covered by the OCS Lands Act. Offshore oil 
and gas represent roughly 70% of the total oil and gas produced on Federal 
lands. The MLLA does not cover oil and gas produced on State, Indian 
or private lands. 

The MLLA limits the right of foreign citizens to own stock of a domestic 
U.S. corporation holding leases under the MLLA, if that foreign country 
denies "similar or like privileges to citizens or corporations of their 
country." 

2) Under the DOI standard of review, foreign citizens may own stock 

in a domestic corporation owning an interest in U.S. resources if a) U.S. 
citizens are not precluded or unreasonably restricted from participating 
in the foreign country’s mineral resources because of the U.S. citizen’s 
stock ownership, or if b) stock ownership is prohibited in that foreign 
country, does the foreign country permit other opportunities for investment 
or participation in mineral resources on public lands, and if c) that 
foreign country does restrict investment in mineral resources, is there 
discrimination against U.S. citizens or corporations. 

3) The Constitution of Kuwait decrees that all natural resources are the 
property of the State. No Kuwaiti citizen owns mineral rights, and all 
exploration and production for oil is carried out by the Kuwait Petroleum 
Company (KPC) . Foreign participation in commercial activities is permitted 
by law, through partnerships and joint stock companies provided that 51% 

of the stock is Kuwaiti owned. Joint ventures are also permitted. Since 
1980, all oil and gas activities have been consolidated in KPC, including 
the acquisition ©f foreign concessions previously granted to foreign 
companies, with the exception of a jointly administered Kuwait i-Saudi 
concession. There are no companies with Kuwaiti stockholders currently 
involved in oil and gas activities with KPC. Neither Kuwaiti nor U.S. 
citizens hold mineral Interests, and thus there appears to be no evidence 
of discrimination against U.S. citizens. 

Analysis and Decision : A concession to explore for and develop minerals 
may be Issued by the Government of Kuwait. Furthermore, U.S. citizens 
may own up to 49% of the stock of a Kuwaiti Corporation, and such 
corporation could be granted a concession or participate in ventures with 
KPC. All resource activities in Kuwait are conducted by KPC, and no 
Kuwaiti citizens may invest in KPC. 
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ratine the MLLA, the Interior Department has focused the 

"s.r — — * - 

found reciprocal under Section 1 of the MLLA. 

tr . n KOI received several hundred negative comments on 
Comments ^ ' _ were written on 3 a 5 postcards, postmarked 

f UUal North C Carolina and were not substantive. Generally, they objected 
fas Sitits on public lands in western North Carolina. 

particularly by foreigners- # 

-s Tn 1Q82 KPC purchased Santa Fe International for $2.5 billion- 

i;BH; s xrasrirs-*=r-sS- 

Of a small oil gi 8« Wr ^ to offBhore leases 

iith l^serval^d in excess of $25 million. Santa Fe has expressed 

leases. 

in sfntale inIe™ationau“s^ta“^as 

exploration technology for Alaskan offshore onions, which are 
capital intensive and require very long term investment. 

j a( i j — -Up it c can be controlled in emergency 
si tuitions* through** the Defense Frodiciion Act and other legislation. 
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OFFICE OF THE SECRETARY 
WASHINGTON, D.C. 30240 


DEC 2 9 1982 


DECISION ON THE STATUS OF KWAltf 
UNDER THE MINERAL LEASING ACT OF 
1920 (30 U.S.C. S 181 et seq. ) 


On July 8, 1982, the 'Department of the Interior requested public 
comment on the laws, customs and regulations of Kuwait to assist 
the Department in making a determination on the status of that 
country under section 1 of the Mineral Leasing Act of 1920, 30 
U.s:C. 5 181. 47 Fed. Reg. 29720. The comment period was ex- 
tended by notice published on August 16, 1982. 47 Fed. Rsg* 

35559. This inquiry will determine the eligibility of c *tizens 
of Kuwait to own interests, through stock ownership, stock holding 
or stock control, in leases*and permits issued pursuant to the 
Mineral Leasing Act of 1920, 30 U.S.C. 5 181 et se^. ( the Ac ) , 
and the Mineral Leasing Act for Acquired Lands, 30 U.S.C. 5 351 
et seq. The minerals in question are deposits of oil, gas, 
coal; sulphur , phosphate, potassium, sodium, oil shale and gilso- 
nite owned by the United States and subject to disposition under 
the Act as well as oil or gas transportation pipeline rights of 
way issued under the Act. 

I, Section 1 of the Act 

Section 1 of the Act authorizes leasing of lands n^f/states” 
tion of identified minerals to citizens of the United States, 
associations of such citizens, domestic United States corpora- 
tions and, in certain circumstances, municipalities ana 
other governmental entities. Citizens of foreign countries 
mav invest in leases and permits issued pursuant to the Act 
only through the stock of domestic United States corporations, 
lection 1 limits this right of investment in the following 

manner : 

Citizens of another country, the laws, customs 
or regulations of which deny similar or like 
privileges to citizens or corporations of this 
country, shall not by stock ownership, stock 
holding, or stock control, own any interest in 
any lease acquired under the provisions of this 

Act. 

II. Public Comments 

In response to the request' for public comments, the Department 
received 391 comments. The vast maionty o- the commenter 


* 
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. A . 

did not provide i n f orm a t ^wer e%u i te 'brief and ex- 
regulations of Kuwait. Ra to oil and gas development in certain 
pressed general opposition to * * “ | nt in the domestic oil 
parts of the country, or *o ®ny in ^ and other *OPEC* nations, 
and oas industry by citizen ntB were conclusory and did 

or to both. In short, these comments ^ belpfu i in analysing 

not provide factual lnfornation th Kuwait. Several commenters 
the? laws, customs, and regu nationalised its oil industry, it 
argued that since Kuwait has na to citizens of this 

obviously denies ® either unaware of or opposed to 

country. There concenters wer Interpretation ana application 
this Department * K l0 £!r *h£t nationalization does not by itself 
of section 1 of the Act . tha * , iL se comments also were not 
render a nation non-reciproc . an alyze the status of Kuwait, 

helpful in providing informatio to an y^ of section i ana 
One concenter provided a detaile n y legis i a tive history 

Kuwait law. This concenter argued^that^ne section 1 of. the Act 

and prior administrative foreign citizens should not be ««- 

support the proposition that toreig tion imposes unreason- 

qualified unless the for ^9n country^qu^^^.^ by ^ 

able or discriminatory re mineral resources of the foreign 

States citizens to lnv *® . tb t in 1919 Congress contemplated 
country. It further argued that in deve the i r own oil 

leaving oil producing coun “^ s aia not discriminate against 

exploitation policies provided they »«" that citizens of 

the United States. The -aualified under section 1 of the Act. 

„ .«»!«. to th, S*,JSSSSi 0 «iS^'^ 5 ‘ : ?r" 

ficant volume of provided^ the Government of Kuwait 

information on la * ££1“ 

through the Department of State. 

j„ standard of Review 

„ hi, memorandum to th. * 

Associate Solicitor, Energy and *«°“« e a ; a regu iations of a 

standards under which the a in aet ermining whether 

foreign country are to “* a foreign country deny 

s r,£?£ >£«•*? 

of the Act beginning in 1920. 
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^ . - UpnMfied bv the Associate Solicitor, 

Under the first standard foreign country allows 

the Department must find t citizens in corporations 

Stock participation by Dnited Statcs testricted , 

which, in . t “ rn /*” i "°t h e foreign country's mineral resources 
from participating in the 9 United States citizen’s 

on its public lands because of the o Onitea prohibits 

stocX ownership. 1*, the f 9 second standard to 

ownership, the eiw^country allows other opportunities 

determine whether the for 9 . the mineral resources on 

for investment or P^^^eSt the foreign country restricts 
itsTJUblic lands. In tn mineral resources to 

investment or participation^ must, under the third 

state-owned e"““* s A h *therdiscrimination exists against 

citizens 'or* corporations^of" the United States. 

IV. The Laws, Customs end Regulations of Kuwait 

The la”®' custo ” s 1 and t i*^ U Bnd 1 develop^ent'of b mineral resources 
applicable to ,S5 holding and stoc* 

^in-S.r^SSy’r.SSi. -d corporations of the 

United States. 

Laws 

The 1962 Constitution of the State of Kuwait. 

££!“»;&?>« r.r.niSl.x 

JO, ° l ?J“'*i, no restriction in th, Con.tito- 

tiif in'tnniuU. 3 .5 lio. to hold " to i»««t in .act 

concessions. .» 

Law No. 19 of 1973 concerning the Conservation of Petroleum 
Resources. 

tions^ooverning^all 

development. 

Lav No. 6 o, »» e.t.Ml.hing tt. «».« «««•»»- 

Corporation. 

i.. estebliehed the ' 

SS 5 b‘.”“»10W. oa». ‘be OOM outetending ~»c...lon 
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for the exploration and ^^^rconcessiofi^t^offsh^e 

area^ jointly* administered S? U°c^oX : ' , 

is chartered to engage in »U p $ aa « 0 °* ent ^ nd transportation / 
dustry, including exploration.' oevi e p lng out these purposes 
Article 3). KPC is authorized ™ "a to establish companies in 

to participate other companies an^est^ 

partnership with various companies involved in 

hydrocarbon*activi ties^ii^Kuwa i t to KPC (Article 8). 

Law A Ho. 15 of 1960 (of Commercial Companies) 

This law allows foreign pa ^ i Su^it°thrSugrpartnerships and 

vities within the country of Kuwait tnr^ | f capital bold- 

■ioint stock companies, provided th authorizes 

inns is owned by Kuwaiti citizens. This Ration on citizen- 

thl formation of joint ^'"y U a * press ion of Kuwait policy with 
. This law is the oruy . attention of the 

regard to foreign investment ^brou Stands that outside the_ 

iSr£*y;iS , ss;:.s: — ->■* * * a '“- 

Customs a "* Peculations 

— “ . . w tppn to consolidate an 

The prevailing custom in Kuvai' ownership of the Government 
oil and gas activity “ ndar it petroleum Corporation (KPC). 
and. since 1980 . in . th ?,,Sea the acquisition by the Government 
This consolidation included the S ^ to foreign companies 
of concession rights P re Y 1 ®“®i? to KPC. One foreign-owned 
and their subsequent offshore in the area under the 

company continues to °P** ait a „ a Saudi Arabia. has 

ioint administration o enaaqe in joint operation 

f£t exercised its authority to «"| a | a v “^ en t of Kuwait 
vith foreign companies nor foreign companies. Similarly, 

issued any new concessions to j£*ia!rs are currently involved 

fn oil^en^gas^ activities with KPC or through - concessions. 

is.r.s-'ir-i v*- — 

V. „ a 

..om out unaetstonOiog of the 1. ar , a a.volop oiu'” 1 

Of Kuwait, a concession to «* pl | ent of Kuwait. 

sssau«.*s»S!? vsiwsss s»r 
5 ssss* » sa-* - 1 — l ” ’ 


\ 
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Kuwaiti agents. Other ** 8n c j;" r ently f author ize^to'condwct . 

M? n "rgas^ctTvlties is\he Kuwait Petroleum Corporation^ , 
(KPC). ^ich ^ a .tate-owned company. ^ activities, presumably 
to ioin with others to - un der I*aw Ho. 15 or virn 

55.TJS - ii 5 ; sa »rSS SSa- 

sa sssss&s's? ^jsss sssr ; "be £ „ uy 

r. »•««*& i jsnS5.a^°2y 

iLt This limitation is similar to^ ^ uke ptivi ieges 
ihe Secretary i^^A^in his decision of Kshruary 2, 

under section 1 of the ^ status o£ Can ada. 

1982, concerning the reciy*- j . . 

Finally, no discrimination exists under the i“ w w ° oll y!ownea 

against citizens of «£ “ft^M lu^iti citizens may invest 
hv the Government of .. floes n0 t allow such inV * s ^ 

in KPC because the law of Ko "*iaence that KPC has engaged in 
ment Moreover, we have hoevidenctn £es own ed by 

s3 t j<,i»vn« t '‘s i s; ssiur* w.i» 

SEi‘«!“S' •* “• S pl ‘S«* " 

. K ^ laws* customs and reg resources * whether that 

si Sw«.i";rsif,.s 3rsa.r5“j»i— *•» 

investment is £y * e{ any ot her country. 

States, or by information concerning 

The Department received n ° £f Kuwait with regard to 

the lews, customs jegulati h fli££et from those a P - 

tninerals other than oil and 9 
plicable to oil and gas. 
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_ Tv. e public domain. ^ «.mnnwt;rg^ the Secretary 

on c c $ 189# Congress empo w «* reaulations and to 

do any and * ct - • 

the purposes of this .. 

tn p t w as focused on the 

Fro, the by 

^foreign ^rporSt^^^resoir^s of the «£££»»*’' 

E?a^ r letter from Secretary o©f ^s^mphasis eo aiserimin.tion, 

S hich or ioinally arose in the Congressional^^ f 56 
1 (discussion among CM9r.M*«» ^tified in a letter from 

SCs^^affiffiss's.a^ 

to investment in the CO owernme nt had nationalize British 

or foreign, was »JCtf't£e dCCination required to a is- 

unlike the »ss u ”P^® n W “ a 
law of Great Britain. 


VII. Decision customs and 
The above analysis ‘’^“““'discriminate against citizens 
* f^the'onited^States^ Wo evidence exists that a 
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stnce'the'aaoplion'of^crte 1^“^' citizens b£ 

th^united States heia an interest. 


/ 
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CONFIDENTIAL 


FOREIGN GOVERNMENT-CONTROLLED INVESTMENTS 
IN THE UNITED STATES 


to e reject^ ar7 in vestment t on°gener a 1 national i nt ?rest grounda . 

^ . , j .u.' _ nrtl i rv because foreign investment/ 

We have maintained this policy Deuauac i.. n q 

econo^ny meS There n is S concernrhowever? that investments in the 
United States, if controlled by foreign governments, may 
have adverse effects, 

rrhore are very few data available on the operations in 
vene aggressively that are perceived to threaten their 

““ SiffiSW; 

employment, reduction of ^ce^Tis that such interven- 

sectoral developments There^ governments who have a n0 n-market 

tzions, Particul influence the operations of foreign govern- 
sufficient to distort market performance here. 

thls s 

“«SV„;%r a -* y 

depend on the attitude of the government with control. 

Government Intervention 

Government intervention in the market takes a number of 
forms. Some of the more common forms include. 

protectionist measures; 

— buy national or discriminatory government procurement 
policies; 


CONFIDENTIAL 
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- subsidies to declining or inefficient industries; 

-■- tax concessions on export earnings; 

— subsidized export credit financing; 

__ counter- trade, buyback, and offset agreements; and 

— performance requirements on foreign, and sometimes 
domestic investors, 

T4- ic anoarent that governments, including the United 
St.t« Gov.m.ht, have int.rv.n.a lr. th. e.tket .r.a vil^ 
continue to intervene SjSSSiS »< 

pressures, pressures ror ^ d more likely, however, 

type can be exp *'r}; e Lg 0 a b v e lted equity interest in the operations 
where a government has a vested q * vernment _ owned entity 
of an entity. The performance or g home markets are 

and the implications of its P _ than its private-sector 

likely to be --.f^lLr^conSmlfpressure: are also more 
counterpart. Politic ' aavernmen t-owned entity than to a 

likely to be applied to g government-owned entity 

saNSs.’^ ,o..™.nt. 

Ownership al ?° p ®™ a t p r i b a t |°enterpriseI, C and r to implement 
entities more easily th p aement of entity operations 

government policy through ©^detection. Decisions, made 

without any public announcement or detection. to be debated 

allegedly for commercial to lega l review, as are 

publicly and usually are n 3 wher | the government is 

government regulations. I telecommunications) and 

it^own^the^seller^ there ^d^great pressures for it to buy 
from the controlled seller. 


Reciprocity 

Adoption of reciprocal measures by^the^United^States^e 

Government has been sugges . trade and investment, 

to foreign is not af elective response 

Reciprocity in general. Governments generally 

^s^t^in^-^n 1 vestment for ^-ionalistic^rposes , 

t£- e ' n favo^retainin^capita^in Klr^ecSntry and may 
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restrict their citizens ability to make outgoing foreign 
investments abroad in an effort to obtain a short-term foreign 
exchange benefit and in the belief that such restrictions 
wilt translate into increased domestic investment. Hence, 
restrictions on foreign investment are likely to be welcomed, 
particularly when imposed by attractive host countries. The 
Canadian Government, for example, does not have foreign exchange 
restrictions, but, given the Canadian Government's desire to 
increase domestic investment, is unlikely to oppose U.S. restric- 
tions on foreign direct investment. 


The adoption of a reciprocal policy on foreign investment 
by the United States is, therefore, unlikely to lead to any 
modification of the restrictive foreign investment policies 
of most countries; but it would result in a reduction of foreign 
direct investment in the United States and its associate 
benefits . 


Where foreign governments discriminate against U.S. invest- 
ment, the U.S., nevertheless, might be able to exert pressure 
on foreign governments by imposing selective restrictions 
against foreign governmental investment. The extent of the 
leverage would depend, however, on the relative importance 
of an investment in the U.S. compared to other investment 
opportunities. 


Inter-Agency Working Group on international 
Investment Policy Assessment 

An inter-agency working group reviewed potential problems 
associated with foreign governmental direct investments in the 
United States, and it has determined that existing U.S. mechanisms 
may suffer from a number of shortcomings in addressing potential 
problems which may arise in this area. These shortcomings 
include a lack of adequate information and the mappropriate- 
ness of existing laws and remedies. U.S. laws were not 
designed to respond to peculiar problems raised by foreign 
governments ownership. 

The only broad legal powers that the United States Govern- 
ment presently possesses are contained in the international 
Economic Emergency Powers Act ( IEEPA) . The IEEPA, which 
was enacted in 1977, can be triggered only by the declaration 
of a national emergency by the President, and its reputation 
as an asset-blocking statute makes foreign investors, par- 
ticularly depositors, very nervous. Hence, it would be 
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practically impossible to invoke this statute in response to 
a specific, discrete investment. It has been invoked only 
during ithe Iranian hostage crisis, and even in that situation 
questions were raised concerning the appropriateness of its 
use. It is, therefore, not a power that the United States 
should rely on to respond to foreign direct investments 
damaging to U.S. national interests. 

The Committee on Foreign Investment in the United States 
( CFIUS) reviews foreign governments 1 direct investments in the 
United States but it must rely on voluntary notification 
of such investments. While investments involving acquisitions 
of large publ icly-traded companies are likely to come to the 
Committee* s attention, even if the Committee is not formally 
notified by the foreign government, a number of investments 
by government-controlled firms have occurred and have not come 
contemporaneously to the Committee’s knowledge. 

The Committee currently has no legal authority to require 
that a foreign government delay or modify an investment in 
the United States. In addition, there is no systematic collec- 
tion of information presently available to the Committee on 
the acquisition or operation of foreign government— controlled 
firms in the United States. 

The Inter-Agency Working Group on International Investment 
Policy has been reviewing this issue for some time, and three 
possible views have surfaced: 

1. There is no evidence that there are real problems 
associated with foreign government-controlled 
investments in the United States or that existing 
laws are not adequate to deal with foreseeable 
problems. The U.S. Government should take no further 
action until additional evidence establishes that the 
United States is being harmed by such investments. 

2. There may be real problems associated with foreign 
government— controlled investments and current U.S. 
laws may not be adequate. However, it would be 
preferable not to take action at this time. 

3. There may be real problems associated with foreign 
governmental direct investments in the United States 
and the U.S. Government should examine the possibility 
of seeking legislation to require mandatory advance 
notification of foreign governmental investments and 
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■ ‘ fWi?ina the CFIUS to monitor the operations of 

%;./ established V.S. subsidiaries of foreign government- 
- controlled firms. 

Xf’the united States Government were ^require 
in advance of foreign governmen . ti WO uld be imposed for 

need to consider what type; ^-^^ncy would Lve.the 
non-compliance , whetner cne r * to complete a review 

o f W the 1 i nv es tment ISS whether specific = delay 

r n fK d io d n STSS comple t ion^ of °the transaction. 

If the United States decided to monitor the operation 

of existing foreign governmenta reporting systems. 

States it could expand existing ic . A . aiys . s {BER) and 
Currently , the Bureau oi reporting requirements, 

securities and Exchange information for use 

BEA collects parent- subs ldi y atisticSr but provides data 
in the U.S. Balance of : P ym Securities and Exchange Commission 
only in aggregated form. ' . - f i nanc ial and operating 

collects and xclv-tr ade^U . S . corporations; however, privately- 
data on publicly- traaea u.s. ^ £ reporting requirements. 

held firms may fall at abuses by private. 

Also the questions posed States could extend and expand 

not public owners. /The Un alternatively, a new reporting 

the BEA or SEC requirements or aiterna y, 

system could be developed. 
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Swapping C. ~ Butter for Soviet Strategic Materials 


Issue: The USSR is in the market for as much as 100,000 tons of 
butter. To compete with current EC offers of subsidized 
butter, USDA has proposed that the Commodity Credit 
Corporation (CCC) and GSA barter CCC-owned butter at 
world market prices for Soviet strategic materials for 
the U.S. national stockpile. The barter might be linked 
to Soviet purchases of U.S. grain. It could be carried 
out either through a government-to-government barter 
arrangement or through U.S. barter contractors. (Specific 
USDA proposal attached. ) 

The SIG should consider whether the USG should barter 
butter for Soviet strategic materials, either directly 
or through third parties, and prepare the issue for 
Presidential decision. 

Advantages: 

— Would reduce CCC butter inventory (currently 185,000 
tons and growing), reducing program costs. 

— Would swap a perishable commodity for strategic materials 
for the national stockpile for which we are below target, 
without incurring a budgetary cost. 

— Would compete with the EC for the Soviet market, countering 
EC export subsidies and increasing pressures for reform of 
the EC's general export subsidy program. 

— If linked to commercial grain sales, would substantially 
increase potential U.S. grain exports to the USSR, in 
competition with subsidized EC grain exports. 

— Wouldn't be a major advantage to the USSR, since the 
USSR would otherwise buy butter at similar prices from 
other sources. 

Disadvantages : 

— Would make it more difficult to oppose the wider use of 
countertrade which has often worked to the detriment of 
U.S. firms doing business in the USSR and elsewhere. 

— Would be subsidized sale to the USSR, inconsistent with 
our Soviet policy, with our objectives vis-a-vis our 
Allies, and with our trade policy. Would also save the 
USSR foreign exchange it would otherwise use to purchase 
butter from other sources. 
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Would send the wrong signal to both the USSR and our Allies 

at a sensitive time in our relations with them. Other 
exporters of butter (the EC and New Zealand) and of the 
strategic materials we acquire from the Soviets could be 
upset. 

Could reduce domestic pressures to reform the dairy support 
program, if CCC stocks are reduced and put to good use. 

— Potential strong criticism from U.S. consumers, who pay 
higher prices for U.S. butter than would the Soviets, and 
from interested U.S. companies, if not given the opportunity 
to participate in the barter deal. 

Discussion 


The proposed barter of agricultural commodities such as 
butter for strategic materials from the Soviet Union has important 
implications for U.S. international trade and foreign policies, 
as well as our domestic agricultural and budget situations and 
U.S. objectives for the national stockpile. 

The proposal appears to meet CCC requirements for 
bartering CCC— owned commodities and to be consistent with the 
President's directive to restructure the strategic stockpile, 
which encourages the use of barter* CCC statutes specify a 
number of conditions for barter transactions: CCC must own the 
commodities? the barter must be bilateral; the bartered commodities 
must not displace cash sales and must not unduly disrupt world 
market prices? the U.S. must be a net importer of the material 
acquired, which must be foreign-produced? the acquired material 
must be less subject to deterioration and cheaper to store than 
the counterpart agricultural commodity? and CCC must use private 
channels of trade. During the 1950s and 1960s, CCC bartered 
approximately $1.6 billion in agricultural commodities for 
strategic materials. 

The price received for the butter would approximate world 
market prices, but would be well below CCC acquisition costs and 
the cost of butter to U.S. consumers. The trade would, however, 
relieve CCC of storage and interest costs and would acquire for 
the U.S. Government commodities less susceptible to spoilage and 
of greater strategic interest. 

The transaction raises the question of whether U.S. Government 
barter operations to acquire materials for the strategic stockpile 
would encourage foreign governments such as the USSR to require 
barter or countertrade as a prerequisite for U.S. export sales. 
However, it might serve as needed leverage to substantially 
increase U.S. grain exports. 
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EXECUTIVE SUMMARY 


The USSR will import up to 225,000 MT of butter in CY1983. Barter of 
CCC-owned butter for USSR-owned strategic material could be linked to a Soviet 
agreement to import as much as an additional 6 million tons of U.S. grain 
(over current estimated imports of 8 million tons of U.S. grain). Two options 
to implement this butter for strategic materials arrangement are available: 

(1) a Government-to-government barter arrangement, or (2) use of U.S. barter 
contractors. Details and implications of this proposal are spelled out in the 
attached paper. 
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BARTER ARRANGEMENT WITH THE USSR 


BACKGROUND 


It is estimated that during CY 1983, the USSR will import up to 225,000 MT of 
butter. The major suppliers of butter to the USSR have been the EC, Finland, 
Sweden and New Zealand. The USSR is currently Interested in acquiring up to 

100,000 MT, and it is expected that the EC will make a strong effort to 
conclude an arrangement for this amount within the next few weeks. A barter 
arrangement involving the exchange of CCC-owned butter and USSR strategic 
materials for the national strategic stockpile would probably place the U.S. 
in competition with the EC. 

PROPOSED STRATEGY FOR LEVERAGING GRAIN TRADE 


The barter of CCC-owned butter to the USSR for strategic materials would be of 
special importance to them and could be linked with a Soviet agreement to 
purchase a larger quantity of U.S. grain. Such a commitment would probably 
not be entered into in writing, but would need to be discussed and clearly 
understood. In the current October/September year, the Soviets are currently 
projected to import a total of 38 million tons of grain from all origins. 
Including 8 million from the U.S. In agreeing to barter U.S. butter to them, 
we could ask that this be increased to perhaps as much as 14 MMT. 

AUTHORITY 

CCC has broad legal authority to barter CCC-owned butter for strategic 
materials and to hold title to the strategic material until transferred to the 
stockpile (See attached OGC memo for detailed opinion). 

NATIONAL STRATEGIC STOCKPILE 


The USSR produces the following strategic materials which are deficit to the 
stockpile (See attach table for USSR production, exports and imports). 

STRATEGIC STOCKPILE STOCKPILE 

MATERIAL GOAL SHORTFALL 


CO BOLT 
NICKEL 

TITANIUM SPONGE 
PALL AD I IM 
PLATINUM 
IRIDIUM 


85,400,000 Lbs. 

200.000 ST 

195.000 SOT 
3,000,000 Tr 0 z 
1 ,310,000 Tr Qz 

98,000 Tr Oz 


41,607,769 Lbs. 
167,790 ST 

195,000 SDT 
1 ,747,212 Tr Oz 
870,402 Tr Oz 
81 ,010 Tr Qz 


The materials must meet GSA specifications. GSA would provide a stockpile 
site and manage the inventory. 

From a transportation cost standpoint, it is to CCC's advantage to negotiate 
for cobolt, palladium and platinum. (See Cargo Preference section). 
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WET HOD OF OPERATION 

OPTION 1. QOVERMENT TO GOVERMENT BARTER ARRANGEMENT . 

- CCC, In cooperation with GSA, would enter Into an agreement wlththe 
USSR covering the kind(s) quantity, specification and delivery of the 
strategic materials. 

CCC would negotiate the agreement with the USSR covering the 
quantity, quality and del ivery of the butter. 

CCC would delivery the butter to the USSR FAS U.S. port, Oc®^ . 
transport to be furnished by USSR. (Cargo preference not applicable) 

The USSR would deliver the strategic material to CCC C&F U.S. port. 
Agreement would provide that 50 percent of the material woul d be 
shipped on U.S. flag vessels to comply with Cargo Preference /fct. 

— CCC would accept title to the materials at U.S. ports and would pay 
domestic transporation costs of the strategic material from U.S. port 
to the GSA storage site. 


GSA would pay the cost of placing the material in the storage site 
and all subsequent costs of maintaining the inventory. 


OPTION 


2. USE OF U.S. BARTER CONTRACTORS 


CCC would issue invitations for U.S. bidder to enter into a barter 
arrangement with the USSR under which the contractor woul d del iver 
CCC-owned butter (from CCC-stocks and newly purchased unsalted butter 
of 82 percent milkfat) to the USSR and receive for the account of 
CCC, strategic materials from the USSR. 


CCC would accept offers on the basis of the most viable proposed 
arrangement and proposed barter exchange. 


CCC and GSA would establish a range for the value of the material 
(delivered USSR port) and CCC would establish a range for the value 
of the butter delivered FAS U.S. ports. The successful barter 
contractor would negotiate within these ranges and could only deviate 
with the approval of CCC and GSA. 


The barter contractor would furnish a performance bond in favor of 
CCC for an agreed upon amount. CCC would draw against the 
performance bond in the event the barter contractor failed to carry 
out its responsibilities under the agreement with CCC. 


CCC would deliver the butter to the barter contractor FAS U.S. port. 
Ocean transportation to be furnished by the USSR (Cargo preference 
not appl icable). 
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The barter contractor would Oliver the strategic material to CCC 
L. ele if c norts The agreement between CCC and the barter 
contractor ^woul d°provi de that the barter contractor pay the cost of 
ocean* transportation and related charges, and that 50 percent of the 
material be shipped on U.S. flag vessels to comply with the Cargo 
Preference Act. 

rcc would accept title to the materials at U.S. ports and would pay 
domestic transportation costs of the materials from U.S. ports to 
GSA storage site. 

GSA would pay the cost of placing the ™ater1al1nthe storage site 
and all subsequent costs of maintaining the inventory. 

The barter contractor would receive a quantity of the material at 
U S ports as payment for the barter exchange fee, ocean 
transportation costs and other related costs approved by CCC. The 
quantity of the material would be based on the barter exchange fee. 


Comments 


A barter arrangement would have the following advantages. 

Reduce the inventory of CCC-owned butter and the amount which would 
otherwise be purchased by CCC under Us price support program, 
thereby reducing program costs. 


The displacement of EC exports of butter to the USSR. 

CCC would swap a pershiable commodity for a strategic material needed 
for the national stockpile which would have a longer storage life. 
This would probably be looked upon as a favorable arrangement by the 
majority of the U.S. public. 

Positive reaction from most dairy farmers and some from U.S. public. 


— Would benefit the U.S. in general by the acquisition of materials 
needed for the national stockpile. 

— CCC could later receive reimbursement from GSA for some of Its 
program outlay. 
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Purchase unsalted, 82 percent milkfat butter . Projections are that CCC 

will purchase about 390 million pounds (172,365 MT) of butter in FY83. 
One hundred thousand metric tons would represent 56 percent of CCC's 
projected purchases. CCC buys 80 percent of its butter during the 
period January-June. 

Other Considerations 


See the attached statement prepared by ASCS of its concern regarding the 
delivery of unsalted, 82 percent milkfat butter. 

RECOMMENDATION ON QUALITY OF BUTTER . 

Use a combination of all options to provide the quantity of butter needed. 

CCC should purchase unsalted 82 percent milkfat butter for delivery January 
thru June and during the last part of the year should swap CCC-owned butter 
for unsalted 82 percent milkfat butter. This would prevent heavy purchases by 
CCC during the off-flush period. The CCC-owned butter would be diverted into 
the domestic market and would prevent inflated prices during peak use of high 
milkfat products such as ice cream. 

It is believed that by using a combination of the options, CCC could deliver 
up to 100,000 MT. If only a direct purchase is used, consideration should be 
given to a maximum of 50,000 MT per year. 

Reimbursement to CCC 


Currently, G5A does not have funds which could be used to reimburse CCC for 
the market price of the strategic materials. However, CCC has authority to 
hold title to the materials. Options available to CCC include: 

Provide support to GSA to obtain an budget sufficient to reimburse CCC 

for the materials. 

Support legislation which would authorize CCC on a one-time arrangement 

to transfer title of the materials acquired under this arrangement to 
GSA without reimbursement. 

— Support legislation which would authorize the GSA to sell the materials 
for the account of CCC. 

CARGO PREFERENCE 


The Cargo Preference Act would apply to the shipment of the strategic material 
since the material is being acquired under a government contract. 

The Cargo Preference Act would not apply to the shipment of the butter since 
the value of the butter would be negotiated at world market prices and 
delivered FAS U.S. ports and the arrangement would not involve any credit 
arrangements. 

PRIOR PROPOSALS 


Attached are letters from Philbro-Salomon Inc. and Cometals, Inc. regarding a 
barter arrangement with the USSR. 
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PRICES 

Butter 

World butter price (fresh, unsalted, 

82 percent butter fat), f.o.b. Europe 

Estimated ocean freight, U.S. east 

coast to Black Sea port «... 

($. 07/lb. 


F.o.b. U.S. east coast port 


Stowage Charges 

($1.5l/cwt) 

F.e.s. U.S. east coast port 


$2,025/MT ($. 92/lb. ) 
$150/MT 

,$1,875/MT ($.85/lb. ) 
,$33.29/MT 

,$1,840/MT ($. 84/lb.) 


Strategic Materials 

GSA material on prices is attached. 


QUALITY OF BUTTER 

The inventory of CCC-owned butter is salted with 80 percent milkfat. The USSR 
is interested in butter that is unsalted and 82 percent milkfat. (See 
attached detailed study by ASCS). 

Options available 

__ Ne gotiate with the USSR to accept butter di rectly from CCC 

inventory. USSR preference and usual imports of butter are of 
unsaltedV 82 percent milkfat. The U.S. may be able to negotiated for 
small quantities of CCC-owned butter. 

Swad CCC-owned butter with man ufacturers for unsalted, 82 percent 
milkfat butter^ This could prevent major price swingsin low 
production months since the CCC-owned butter would go into the 
domestic market. 


1/ Ocean freight rates are estimated. A published conference rate for 
refrigerated butter is not available according to the Ocean Transportation 


Division, GSM. 
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DEPARTMENT OF AGRICULTURE 

OFFICE OF THE SECRETARY 


WASHINGTON. 0. C. 20250 



JKN 1 » 1383 

TO: Members of the SIG 

FROM: John R. Block 

SUBJ: Barter Arrangement to be Discussed at Thursday's SIG 

Enclosed please find a set of questions and answers on the 
proposal to exchange surplus butter with the USSR for 
strategic materials. 

Enclosure 
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1) Q. How much butter does the Government now own? 

A. Current CCC uncommitted stocks of butter stand at a record 176,000 MT 

compared to 103,000 MT at this time one year ago. Current CCC stocks 

of butter represent almost 40 percent of the butter consumed annually 
in the United States. Even with the special give-away of 57,000 MT of 
butter to needy Americans, uncommitted CCC inventories of butter are 
projected to reach 250,000 MT by the end of FY 1983. EC stocks are 
338,000 tons. 

v 

s 

2) Q. Why the urgency to move this butter now? 

A. The average age of the butter held in CCC stocks is 18 months. Butter 

traded in normal commercial channels is generally less than 3 months 
of age and rarely acceptable when older than 6 months. As stocks 
continue to grow and the average age of the inventory increases, our 
options for disposal (and recovery of costs) will decrease. There is 
still some question as to how well the quality of our butter can stand 
up after two years of storage. Aside from the quality aspects of old 
butter, it is costing the U.S. taxpayer $67 million a year for 
interest and storage charges on our current inventory of CCC butter. 
Further, this opportunity will be lost if the EC makes the sale. The 
EC has recently offered subsidized butter to the USSR. 

3) Q. What are the alternatives? 

A. Normal channels for domestic utilization of our CCC butter stocks, 
i.e., school lunch and military feeding programs, are being utilized 
to the maximum. In addition, we are moving as much butter as we can 
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4) Q. 

A. 


5) Q- 

A. 


(125 million pounds) through state organizations for free distribution 
to needy Americans. Despite these programs, CCC butter stocks are 
continuing to grow. The only alternative to significantly reduce the 
current surplus of butter is to move some of it into export markets. 

A barter arrangement with the USSR could provide us with much needed 
strategic materials for which we would be exchanging not hard currency 
but a deteriorating and costly commodity in surplus. 

How will the U.S. public react to a barter arrangement with the USSR? 

V 

% 

This will in part depend on how the arrangement is presented to the 
public. In effect we will be trading a deteriorating (and costly to 
store) American surplus product for much needed strategic materials 
for which we would otherwise be paying hard-earned American tax 
dollars. The exchange would be made at prevailing world market prices 
for both the butter and the strategic materials so that there can be 
no criticism that one side is getting the advantage. 

Is there a shortage of nickel? 

No. On the contrary, there is a worldwide surplus and prices are 
depressed. Although today's price of about *1.75 per pound is up from 
an early December 1982 price of about *1.45, the price nine months ago 
was *2.50 per pound. Most producers need about *3.00 per pound to 

break even on nickel. 
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6) Q. Why is nickel depressed? 

A. For one thing, it is heavily used in the steel industry, which is 
suffering severe economic difficulties. 

7) Q. Is the United States “bailing out" the Soviets, then, by taking nickel 

off their hands? 

A. They have a surplus of nickel and need butter. We have a surplus of 
butter which will spoil if we don't move it and our grain exports are 
declining. Perhaps it could be better agreed that the USSR would be 
“bailing out” the United States in this kind of barter. The United 
States has been buying nickel from the USSR in recent years on a 
regular basis for cash. 

8) Q. Why barter? Why not just sell it directly? 

A. Some believe that a direct sale for cash to the USSR at world market 
prices (well below U.S. domestic prices) would bring a much stronger 
negative reaction from American consumers. 

9) Q. What will it do to New Zealand? 

A. The New Zealand Dairy Board has urged us informally several times to 
move our butter into the USSR if we have to move it, since this would 
minimize the impact on regular world butter trade. 
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10) Q. Wouldn't this be a subsidized sale, and aren't we opposed to 

subsidizing sales, especially to the USSR? 

A. It could be asked whether the sale is subsidized or whether it was the 
purchase (at our U.S. support price) which was subsidized. 

In any case, it would reflect the world market price . The subsidy 
actually has already been paid to the U.S. dairy producers. The 
Soviets would never pay, nor have they ever paid, more than the world 
price. That is far below the European or U.S. dairy support price. 

11) Q. Aren't we opposed to the use of barter (counter-trade) in principle? 

A. No. It does not seem logical to have a policy of opposition to 
barter. Each barter contract must stand upon its own feet, but no 
blanket policy of disapproval should be taken. 

12) Q. Will a barter of 100,000 tons of U.S. butter fill the USSR butter need? 
A. Yes, for at least many months, perhaps a year or more. 

13) Q. How will such a butter sale be viewed by Congress? 

A. A sale of this magnitude at this time could be expected to receive a 
positive response from Congress. Language calling for a sale of 
surplus dairy products from CCC was included in the report on the FY 83 
Agricultural Appropriations Bill, H.R. 7072. While some Congressmen 
and Senators can be expected to respond negatively to anything we do, 
doing nothing with our dairy surplus will eventually create some real 
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negatives, especially if we have to start throwing it away. As a 
strategy to close the EC off from that market, it will be viewed very 

positively. 
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